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TIGHT  MONEY 
The  Relatkm  Between  the  Goods  Market 
and  the  Money  Market. 

The  noticm  that  either  mxusy  or  credit  can  be 
created  by  law  is  c«)e  of  the  pestilent  and  per- 
sistent heresies  against  which  no  community  can 
ever  become  immune.  Subtle,  plausible  and  in- 
sinuating, it  promises  good  to  everybody,  is  easily 
availed  of  and  seems  instantly  benefidaL  A 
nation  lacking  goods  and  needing  them  in  an 
emergency,  prints  notes  and  buys  with  them. 
Nothing  is  sin^iler.  The  notes  cost  nothing.  They 
are  not  money  but  they  "circulate"  as  such.  The 
community  welcomes  them  because  they  create  a 
demand  for  goods,  stimulate  trade,  put  up  prices, 
increase  profits  and  induce  an  intaricating 
prosperity. 

Then  comes  the  after-sickness  and  the  day  of 
reckoning.  The  cost  of  Hying  mounts  higher  and 
higher,  and  men  begin  to  murmur  and  protest 
that  prices  are  eaorbitant  While  "money"  is 
abundant,  it  will  buy  less  from  day  to  day.  Goods 
are  scarce,  sellers  are  insolent,  something  is  wrong. 
Discontent  becomes  clamorous;  violence  follows. 
Strikes  lead  to  lockouts,  and  productwn  is  cur- 
tailed. What  is  the  matter? 
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Now  arise  a  host  of  qiiacks  each  with  his  panacea. 
One  suggests  prosecuticms  for  profiteering,  another 
price  control,  another  a  living  wage,  another  a 
stabilized  dollar,  and  another  more  money.  All 
are  tried;  none  are  curative.  Of  the  medicines 
prescribed,  the  last  is  woxsL  It  serves  as  a  brief 
stimulant,  and  then  brings  about  a  violent  reaction. 
Trade  again  revives,  prices  rise,  wages  advance  and 
the  invalid  lifts  his  head  with  fevered  animation. 
But  prices  cannot  continue  to  advance.  There  is 
a  limit  to  the  resources  of  the  average  individual. 
He  cannot  increase  his  mcome.  His  credit  is 
exhaustible;  his  lulls  accumulate;  his  needs  are 
Day  by  day  he  finds  it  more  diflficult  to 
live.  To  make  both  ends  meet,  he  must  surrender 
first  this  and  then  that  comfort  to  whidi  he  had 
become  accustomed.  When  a  considerable  part  of 
the  community  shall  have  been  reduced  to  these 
straits,  the  demand  for  goods  falls  off:  not  the 
need  for  them,  but  that  commercial  demand  which 
can  afiord  to  pay  for  commodities  the  price  asked. 
Then  is  heard  a  new  complaint:  goods  cannot  be 
disposed  of  at  a  profit,  trade  is  dull,  something 
must  be  done,  and  so  the  mischief  proceeds, 
growing  fat  by  what  it  feeds  on. 

What  the  people  need  is  goods;  what  they  get 
is  notes,  notes  incessantly,  and  the  effect  of  the 
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issue  of  the  notes  is  to  rob  them  of  what  they  need. 
If  at  such  a  crisis  some  hard-headed  cynic  shall 
venture  to  say,  your  notes  are  your  enemies,  he 
will  provoke  the  hostility  of  all  usofers,  but  some- 
one will  consider  and  then  inquire,  ^t  are  these 
notes?  They  are  not  money  but  promises  to  pay 
mcMiey.  Can  I  get  money  for  them?  As  soon  as 
many  men  ask  this  question,  the  notes  are  doomed; 
for  who  can  pay?  Repudiatkm  foUows  and  a  mad 
delirhim,  during  which  the  notes  vanish  like  thieves 
whom  vigilantes  pursue. 

Does  the  reader  object  that  my  sketch  is  fand- 
fiil?  I  am  descriWng  reahties,  not  dreams.  The 
Orfonies  had  the  disease,  and  the  Confederated 
CokMiies  and  the  Confederate  States.  Austria, 
Germany  and  Rusaa  are  suffering  fixxn  it  today. 
In  Russia  a  pair  of  boots  costs  8000  rubles.  Aus- 

trians  are  paying  a  hundred  aowns  for  a  night's 
lodging.  Paper  money  there,  as  with  us  formerly, 
is  abundant,  but  aU  dse  is  scarce.  Trade  is  pros- 
trate, industry  is  paralyze^  and  people  are  starving . 

The  notes  put  out  were  not  money  but  promises 
to  pay  money,  and  the  maker  will  not  pay:  it  can 
not.  No  govommoit  is  a  gold  mine.  Its  taxes 
are  paid  in  notes.  There  is  no  gold;  all  of  it  has 
disappeared.    If  any  shall  attempt  to  fund  its 
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currency  by  offering  in  exdiange  long  time  bonds, 
ruin  will  follow,  ioc  taxes  must  be  levied  to  pay . 
interest  and  the  people  are  poor  and  their  burdens 
are  akeady  heavy  and  gold  is  lacking.  Moreover, 
if  the  notes  be  so  disposed  of,  how  can  men  do 
business  together?  Must  they  barter  goods  for 
goods  and  revert  to  barbarism?  In  what  must 
debts  be  paid?  This  man  borrowed  a  thousand 
crowns  to  buy  a  coat:  can  he  tender  a  coat  in 
satiftf^i^  of  his  debt,  or  must  he  tender  bonds 
w<Mth  10  coats?  Who  shall  decide?  Because  none 
know  what  is  just,  and  bonds  involve  heavy 
burdens,  the  weaker  nations  must  drift  into  insol- 
vency. The  delirium  will  then  be  over,  and 
sk)wly,  laboriou4y  and  painfully  men  must  win 
back  to  sound  money  and  comkxct  by  self  denial 
Such  is  the  lesson  of  histCMy,  but  none  seem  to 
have  learned  it 

The  English  adopted  restriction  during  the  Na- 
poleonic wars  and  would  not  suffer  their  great 
bank  to  redeem  its  notes.  It  then  prohibited  the 
export  of  gold.  France  put  out  assignats  during 
the  revolution.  None  were  redeemed.  Both  Eng- 
land and  France  resorted  to  the  same  expedient 
during  the  recent  war.  You  cannot  today  export 
soverdgns  from  E^igland,  nor  can  you  get  gold  for 
its  treasury  certificates.  A  dollar  in  gold  is  worth 
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ten  paper  francs;  it  used  to  be  worth  five.  A 
soverdgn  is  worth  $3.50;  it  used  to  be  worth  $4.86. 

We  also  have  put  out  notes,— more  notes  by 
far  than  were  ever  uttered  by  the  Continaital 
Congress.  We  shall  pay,  of  course  we  shall  pay; 
but  the  disease  is  upwi  us.  It  is  not  quite  the  old 
disease,  but  it  differs  only  as  the  grippe  differs 
from  the  influenza.  Our  notes  are  not  nmnediate 
obligations  of  the  govOTmait.  They  are  guaran- 
teed by  the  govanment  to  be  sure,  but  the  govern- 
ment is  not  primarily  liable.   All  of  them  are 
"secured"  by  commercial  paper,  by  goods  in  pro- 
cess of  production  or  on  the  way  to  market,  as 
all  wildcat  notes  were  secured.  Of  course  they 
will  be  paid,  for  good  men  are  liable  for  them. 
The  Reserve  Banks  can  call  them  in.  Yes,  but 
how  can  these  good  m^  pay?  They  own  nothing 
but  goods.  These  they  must  sell  if  payment  be 
HimianripH,  and  selling  is  hard  when  all  are  forced 
to  seU.  Inflation  advances  prices;  deflation  puts 
them  down.  Must  a  man  sell  what  cost  him  1000 
for  800,  in  order  to  pay  his  debt?  Who  will  be 
odious  enough  to  insist  on  such  a  sacrifk»?  Not 
the  Reserve  Banks:  th^  were  organized  to  help 
business  and  promised  abundant  money  at  low 
and  unifonu  rates  of  interest  everywhere,  at  all 
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times  and  under  all  circumstances.  They  loaned 
notes  in  order  that  men  might  buy.  Let  them 
wait  for  better  markets.  And  they  wait,  easing 
the  situation  by  putting  out  more  notes. 

Yet  they  cannot  wait  forever.  If,  sitting  tight, 
the  Reserve  Banks  put  out  no  more  notes,  what 
will  follow?  Will  not  prices  gradually  become 
adjusted  to  the  fixed  circulating  medium?  They 
will  not  rise,  perhaps,  but  in  the  course  of  time, 
wiU  they  not  become  "stabilized"  at  a  high  level, 
a  hi^er  level  in  fact  than  their  gdd  value?  Every- 
body knows  that  infiatkm  puts  up  prices;  if  it 
does,  then  continued  inflation  will  keep  them  up. 

If  prices  are  and  remain  high  in  America,  what 
should  be  the  result?  For&gneacs  wll  seek  our 
markets  in  order  to  get  much  for  their  goods. 
If  they  do,  how  must  they  be  paid?  They  will 
not  accept  notes.  People  who  buy  from  them 
must  therefore  present  notes  for  redemptkm  in 
onkr  to  pay  in  gold.  If  they  do,  what  will  be 
the  poUcy  of  the  Reserve  Banks?  They  cannot 
refuse  gold,  for  if  they  do  thdr  notes  will  begin 
instantly  to  depredate.  If  they  pay  out  gold  and 
supply  the  vacuum  with  other  notes,  will  not  the 
endless  chain  of  Cleveland's  time  again  operate  to 
withdraw  from  the  country  all  of  its  gcdd?  If 
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they  pay  gold  and  retire  the  notes  redeemed,  the 
currency  must  be  deflated.  What  under  such 
dmimstances  will  be  the  predfcament  of  the 
trader?  He  is  confronted  at  once  by  foreign 
competition  and  a  shrinking  currency;  and  both 
tend  to  depress  prices.  Must  he  now  sell  far  800 
what  cost  him  1000?  How  can  the  Reserve  Banks 
help  him?  They  are  conhronted  by  repudiation 
or  a  necessary  contraction:  which  horn  of  this 
dilemma  will  they  dioose? 

So  in  time  men  will  be  forced  to  understand 
that  notes  are  debts  and  not  money,  and  that  some 
day,  somehow,  by  somebody,  they  must  be  paid. 
Easily  put  out,  they  are  hard  to  pay.  We  cannot 
create  money  by  a  printing  press,  not  even  with 
the  aid  of  the  Reserve  Banks.  We  can  create 
obligations,  but  obligations  are  debts,  whose  hcnrid 
significance  has  been  embalmed  in  the  i^irases 
"not  worth  a  continental",  ''wildcat  notes'',  "shin 
plasters",  "fiat  money". 

Such  issues  deceived  the  Puritan  and  the  Cava- 
lier, the  cunning  trader  of  New  England  and  the 
rough  frontiersman  of  Illinois,  the  statesmen  who 
framed  the  Artides  of  Confederation  and  the 
patriots  who  conducted  the  Civil  War.  liiat  we 
also  are  deceived  by  them  is  proof  positive  that 
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the  experiences  of  one  generatiofi  do  not  become 
the  intuitkxis  of  that  which  follows.  Men  still 
lack  the  intelligence  to  understand  that  paper 
money  is  not  money. 

Money  is  a  reality;  so  is  credit  The  one  cannot 
be  created  by  the  printing  press,  nor  can  the  other 
be  created  by  book  entries.  If  the  banks  could 
create  credit,  it  would  be  worth  nothing,  for  what 
costs  nothing  no  man  will  pay  for.  Cheap  money 
and  cheap  credit  are  phantoms  of  a  perverted 
imagination.  Let  us  consider  what  aedit  is,  and 
what  it  depends  on. 

If  I  lend  to  another,  I  lend  what  I  have  and  he 
lacks.  I  may  lend  either  money  or  aedit.  Money 
is  real  wealth,  it  has  intrinsic  and  therefore  ex- 
change value,  CMie  may  buy  with  it  and  pay  with  it. 
Credit  is  an  intangible  thing;  nevertheless  it  is  a 
faib^t?i"Ha1,  definite  thing.  Its  implications  are 
distinct.  It  always  conveys  a  representation  or 
warranty,  and  a  promise.  If  I  laid  my  indorse- 
m^t  to  another,  I  convey  to  the  person  with 
whom  he  deals  the  assurance  that  I  have  the 
means  to  pay  and  will  pay  in  the  event  that  the 
maker  of  the  note  does  not  My  indorsement  is 
worth  something  because  it  contains  these  impiica- 
tions;  these  lacking,  no  one  will  trust  it.  Credit 
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always  rests  upon  the  known  or  presumed  means 
of  the  promisor,  and  is  restricted  to  such  means. 
*  One  r^ted  to  be  worth  $1000  can  add  little  by 
indorsement  to  a  note  for  $100,000.    If,  having 
but  $1000,  he  indorses  a  note  for  $100,000,  he 
deceives  and  intends  to  deceive  all  to  whom  his 
indorsement  may  be  offered.  If  I  inform  the  pub- 
lic I  will  be  responsible  for  all  debts  another  may 
incur  within  a  limit  of  $100,000, 1  rqaresent  to  the 
public  that  I  am  worth  $100,000,  and  his  credit, 
so  acquired,  rests  upon  the  assurance  conveyed 
by  that  representation.    Credit  and  means  o( 
performance  are  inseparable  in  the  minds  of  all 
persons  to  whom  the  credit  may  be  offered,  and 
save  for  the  purpose  of  deceiving,  no  one  should 
by  his  indorsement  or  otherwise  pretend  to  have 
more  goods  than  he  has. 

The  credit  of  a  bank  does  not  differ  kom  that  of 
an  indivkiual:  it  reste  always  on  the  actual  or  pre- 
sumed resources  of  the  bank,  and  is  limited  to 
those  resources.  If  it  has  $100,000,  it  may  lend 
that  sum,  but  not  $200,000.  Where  it  lends  its 
credit,  it  assigns  to  a  borrower  the  right  to  with- 
draw so  much  mon^  in  the  event  he  shall  wish 
to  do  so;  and  by  its  lendmg,  it  rq;u:esents  that  it 
has  what  it  lends. 
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As  you  cannot  increase  the  stock  of  grain  on 
hand  by  putting  out  spurious  warehouse  receipts, 
so  you  cannot  increase  the  actual  resources  of  a 
bank  by  credit  entries.  Such  entries  mean  a 
definite  thing,  and  although  they  may  not  be 
representatives  of  a  special  property,  as  is  a  ware- 
house receipt,  yet  they  do  ctmvey  the  assurance 
that  the  bank  has  the  means  to  pay  the  amount 
q)ecified,  on  demand.  If  a  bank  having  $100,000 
lends  $200,000,  it  may  get  by  with  it,  to  use  the 
slang  of  the  street,  but  its  risk  is  great,  and  trouble 
is  likely  to  follow.  A  grain  elevator  might  safely 
issue  receipts  in  anticipation  of  a  crop,  and  if  all 
goes  well  redeem  them,  but  such  a  i^actice  should 
not  be  encouraged.  Neither  should  a  bank  be 
permitted  to  lend  phantom  resources  in  aid  of 
trade,  however  likely  it  may  be  that  goods  in  the 
making  or  on  the  way  to  market  will  be  used  to 
pay  the  loan.  I,  however  solvent,  should  not  draw 
my  check  because  I  expect  some  time  to  be  in 
funds.  Neither  should  a  bank  do  what  amounts 
to  the  same  thing:  the  practice  is  bad,  it  tends  to 
trouble  and  the  law  prohibits  it  If  we  ask  why 
the  law  is  so,  it  will  be  difficult  to  answer,  for  the 
law  allows  the  reserve  banks  to  issue  paper  money, 
and  currency  predicated  vapon  a  discount  does  not 
differ  essentially  from  a  pass-bode  credit  entry 
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predicated  upon  the  same  sort  of  obligation.  Of 
the  two,  the  credit  entry  is  the  safer  because  the 
credit  granted  is  usually  brief  and  has  a  defimte 
maturity,  whereas  banknotes  do  not  mature  in 
this  sense  but  remain  out  indefinitely.    In  tjiis 
respect  our  banking  system  is  less  sound  than  the 
Canadian.  There  banks  may  issue  notes,  but  no 
bank  can  pay  out  another's.    If  our  law  were 
similar,  our  notes,  wouki  ^proximate  in  character 
to  checks  payable  on  demand,  and  inflation  would 
be  in«)ossible.   Perhaps  we  disariminate  against 
excessive  discounts  because  there  results  from 
them  the  hkelihood  that  the  amount  loaned  may 
be  immediately  called  for,  whereas  notes  are  not 
Ukely  to  be  immediately  presented  for  redeny?- 
tion;  but  whatever  the  reason,  banks  may  now 
tod,  by  book  entries,  what  they  have  to  lend 
and  no  more. 

What  then  has  a  bank  to  lend?  Its  resources 
(barring  notes)  consist  of  capital  and  surplus  and 
individual  deposits— I  say  individual  d^wsits,  be- 
cause all  others  are  but  duplicates  of  these  ori^nals  • 
CaiHtal  and  surplus  are  as  a  rule  invested  in  inter- 
est-bearing securities  or  other  property  and  there- 
fore, broadly  speaking,  the  lending  resources  of 
the  banks  are  derived  frc»n  and  Umited  to  their 
individual  deposits.  What  are  these  deposits? 
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Tb^  are  not  caah,  for  the  deposits  of  all  the 

banks  of  the  country  are  many  times  greater  than 
its  total  money,  currency  included.  The  explana- 
tion of  this  disparity  is  too  well  understood  to 
require  discussion.  Deposits  originate  in  wages 
earned,  the  proceeds  of  goods  or  property  sold» 
interest  on  invested  capital,  rents  and  income 
from  various  other  sources,  and  these  are  usually 
paid  with  checks  and  deposited  as  checks.  But 
whether  of  money  or  checks,  a  deposit  means 
always  the  same  thing,  namely:  the  right  to  pur- 
chase in  the  market  goods  wacth  the  ^ce  of  the 
deposit.  It  originates  in  goods  or  services,  and  is 
and  remains  a  right  to  buy  equivalent  goods  or 
services.  If  my  account  shows  a  credit  of  $1000, 
I,  having  somehow  earned  the  right  to  goods  of 
that  value,  may  spend  it  in  the  purchase  of  things 
I  desire,  and  for  such  purpose  may  either  with- 
draw money  or  assign  my  right  to  money  by  the 
use  of  a  check.  A  bank  deposit  is  in  fact  but  a 
convenient  means  of  accumulating  the  proceeds 
of  special  goods  or  services,  and  exchanging  them 
for  other  goods  or  services. 

It  is  true  that  every  discount  invdves  a  corre- 
sponding deposit  entry,  and  that  the  aggregate  of 
the  stated  dq)osits  of  a  bank  is  greatly  in  excess  of 
its  actual  deposits;  nevertheless  such  artificial 

1141 


TIGHT  MONEY,  THE  REaLATION  BETWEEN 
THE  GOODS  MARKET  AND  THE  MONEY  MARKET 

deposits  are  limited  by  the  cash  reserves  required 
to  be  carried  and  cannot  greatly  exc^  the  actual 
resources  of  a  bank.  Broadly  speaking,  the  re- 
sources of  all  banks  consist  of  rights  to  goods,  how- 
ever superficially  they  may  seem  to  consist  of 
rights  to  mon^. 

When  men  are  saving  or  making  money,  as  we 
express  it,  or  accumulatii^  rights  to  goods  origi- 
nating as  I  have  indicated,  deposits  tend  to 
increase,  and  wben  they  are  spending  more  than 
their  incomes,  deposits  tend  to  decline.  Incomes 
depend  upon  many  oxisiderations;  expenditures 
chiefly  upon  the  cost  of  Uving,  and  as  the  cost  of 
living  is  less  ivbece  goods  are  abundant  and  cheap, 
and  higher  where  they  are  scarce  and  expensive, 
deposits  shouM  fluctuate  accordingly-^  they 
do.  If  my  income  is  $5,000  a  year  and  it  costs 
me  $4,000  to  live,  I  may  increase  my  deposit  by 
$1000;  but  if  it  costs  $5,000. 1  can  save  nothing. 

The  lending  resources  of  the  banks  fluctuate  in 
harmony  with  these  influences:  riang  when  ggoods 
aie  cheap  and  d^posit<^  are  accumulating,  and 
falling  as  the  cost  of  living  rises. 

Bearing  these  principles  in  mind,  we  may  with 
propriety  say  that  advancing  prices  tend  to  exhaust 
bank  deposits,  and  falling  prices  to  replenish  them; 
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and  in  the  light  of  these  ccaisideratioiis  it  ought  not 
to  be  difficult  to  understand  why  rates  of  interest 
are  sometimes  high  and  sometimes  low. 

The  money  market  is  like  the  goods  market:  it 
depends  on  the  d^nand  for  and  supply  of  credits. 
Where  deposits  are  increasing  and  credits  are 
accumulating,  money  is  said  to  be  easy;  it  hardens 
as  soon  as  deposits  begin  to  decline,  and  becomes 
tight  when  they  shall  have  been  exhausted.  This 
is  the  ej^jlanation  of  stringency  and  high  rates  of 
interest.  A  credit  is  but  a  means  wherewith  to 
buy  goods,  derived  from  the  depositors  of  the 
banks  who  have  accumulated  rights  to  goods. 
Where  such  rights  are  scarce,  the  borrower  must 
pay  more  than  where  they  are  abundant  Rates 

of  interest  are  there£cM:e  high  when  rights  to  goods 
are  scarce.  This  is  the  explanation  of  stringency 
in  the  money  market :  it  is  nevo:  caused  by  trade. 

John  Law  and  his  foUowers  conceived  of  business 
and  money  as  cart  and  horse,  and  because  a  cart 
can  not  be  started  without  a  horse,  argued  that 
business  could  not  be  started  without  money. 
Today,  decdved  by  the  same  analogy,  men  msist 
that  money  is  not  only  necessary  to  start  buaness 
but  to  keep  it  going,  and  argue  with  equal  reaswi. 
that  since  an  active  trade  involves  more  and  more 
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transactions  at  advancing  prices,  the  mosisy  market 
should  be  fortified  from  time  to  time  by  more 
money  or  more  credit.  Such  an  argument  is  plausi- 
ble and  has  the  sancticMi  of  the  highest  authority. 
The  banks  have  k>udly  boasted  that  by  means  of 
notes  the  government  has  been  able  to  finance  the 
greatest  war  of  history,  and  at  the  same  time  busi- 
ness has  been  made  pro^iaxxis  and  wages  have 
been  increased. 

If  they  are  right,  why  have  they  ceased  lending? 
The  notes  cost  them  nothing,  they  have  a  monopoly 
of  their  issue,  the  rates  charged  are  extremely 
profitable. 

The  truth  is,  the  banks  have  blundered.  Infla- 
tion did  not  finance  the  war,  it  made  it  more  ex- 
pensive: it  did  not  help  trade,  for  the  waste  of  war 
created  a  demand  i<x  goods  which  was  insatiable; 
it  dki  not  enrich  the  community,  it  imposed  upon 
it  an  enormous  burden  of  debt  and  raised  the  cost 
of  living  by  leaps  and  bounds.  Inflatkm  was  never 
necessary.  An  active  trade  at  advancing  prices 
cannot  exhaust  either  money  or  credit.  Money  is 
not  consumed  by  use;  credit  cannot  be  exhausted 
by  profitable  trade.  The  quantity  of  money  in 
use  has  nothing  to  do  with  the  prosperity  of  trade. 
We  have  had  active  trade  with  $16  per  capita  and 
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dull  trade  with  $36.  $1000  per  capita  has  not  sus- 
tained the  trade  of  Russia.  Trade  is  not  a  cart 
ixx  is  money  a  horse. 

The  notion  that  trade  exhausts  credit  may  be- 
wilder the  inconsiderate,  but  it  should  not  deceive 
men  of  affairs.  The  whole  effect  of  inrofitable  trade 
is  to  redistribute  the  d^x)sits  of  the  banks,  and 
such  redistribution  cannot  either  add  to  nor  sub- 
tract from  the  aggregate  of  such  credits.  If  I 
borrow  from  a  bank  $1000  to  buy  goods  for  $1000, 
and  sell  them  for  $1200,  one  depositor,  the  seller, 
gets  a  aedit  for  $1000;  another,  the  buyer,  has 
charged  against  his  account  $1200,  and  the  differ- 
ence is  credited  to  my  account;  but  the  bank  has 
neither  more  nor  less  than  it  started  with.  It 
started  with  $1200,  and  it  still  has  that  amount 

Pro&table  trade  is  sometimes  followed  by  an 
exhaustion  of  bank  resources,  but  is  never  the 
cause  of  such  exhaustion,  for  trade  is  but  the  means 
whereby  the  consumer  gratifies  his  wants.  If  a 
deposit  declines,  it  is  because  the  depositcn:  is 
q)endix%  more  than  his  income  that  is,  consuming 
his  deposit.  An  active  trade  at  advancing  prices 
stows  that  more  goods  are  being  consimied  than 
are  being  accumulated,  but  such  trade  is  the  effect 
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and  never  the  cause  (rf  such  extravagance.  Falling 
deposits  and  profitable  trade  are  often  coincident, 
but  when  they  are  it  is  always  because  the  cost 
of  living  is  rismg  and  men  are  spending  more  than 
their  incomes.  Although  the  profits  of  trade  can 
have  no  actual  effect  upon  deposits,  yet  where 
trade  is  conducted  at  a  loss,  as  it  may  be  on 
a  falling  price  market,  the  losses  incurred  must 
impair  the  resources  of  the  banks  unless  the  public 
is  saving  more  than  the  traders  are  losing.  The 
temporary  stress  in  the  money  market  which  pre- 
cedes a  crisis  or  panic  is  caused  by  the  pressure  of 
trade  kisses  in  excess  of  such  saving,  and  for  this 
reason  rates  of  interest  do  not  precisely  and  imme- 
diately conform  with  the  fdlowing  principle. 

Rates  of  interest  do  not  fall  immediately  after 
prices  begin  to  decline  because  temporarily  rates 
are  more  affected  by  the  hazardous  situation  of 
fotwer  borrowers  than  by  the  increase  in  the 
supply  of  goods. 

Rates  of  interest  depend  in  the  long  run  upon 
the  supply  of  and  demand  for  legitimate  credits, 
that  is  rights  to  goods.  When  such  rights  are 
abundant,  interest  rates  are  low,  and  vice  versa. 
Interest  rates  are  always  low  when  trade  is  dull, 
and  always  higher  whoi  trade  is  most  active;  but 
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trade  is  dull  because  cQOsumptioa  is  arrested  and 
active  because  goods  are  being  consumed.  Ex- 
travagance exhausts,  self-denial  accumulates,  and 
trade  is  an  inddent~-iiot  a  cause  of  either  conse- 
quence. The  cause  of  high  rates  is  as  a  rule  scarce 
goods. 

If  we  adopt  this  suggestion,  then  it  follows  that 
the  cure  for  high  rates  is  either  increased  prodsac- 
tkm  or  less  consumption  of  goods,  and  we  must 
abandon  the  notion  that  the  disparity  between 
the  supply  of  and  demand  for  goods  can  be  cured 
by  artificial  money  or  credits.  Where  wheat  is 
scarce,  you  can  not  make  it  abundant  by  putting 
out  spurious  warehouse  receipts;  neither  can  you 
make  goods  abundant  by  false  banking  credits  or 
notes;  for  goods  are  pcodaced  not  by  the  pinting 
press  and  arbitrary  book  entries,  but  by  the  fiekls 
and  factories.  Such  qnirious  expedients,  by  afford- 
ing buying  power  to  new  spenders,  increase  the 
demand  for  goods;  they  cannot  affect  the  supply; 
and  so  the  stress  against  which  the  false  credit  is 
directed  is  rather  increased  than  relaxed  by  infla- 
tion. If  I,  who  have  spent  all  my  income,  could 
continue  to  buy  with  promissory  checks,  there 
might  be  no  limit  to  my  spending.  False  credits 
afford  a  like  temptation  to  extravagance,  and  when 
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they  are  granted  in  time  of  scarcity  very  great 
trouble  must  follow. 

Further  inflation  now  is  in  the  highest  degree 
perilous.  We  have  already  put  out  more  than 
$3,000,000,000  of  new  notes,  and  these  notes,  by 
affording  a  spurious  buying  power  not  only  to  the 
trader  but  the  consumer  whom  he  serves,  have 
resulted  in  a  flattering  but  borrowed  i^osperity 
whkh  must  some  day  be  atoned  for.  £v^  note 
put  out  or  false  aedit  granted,  is  a  promise  which 
must  be  performed.  All  of  them  are  secured  by 
the  obiigatiops  of  farmers,  manufacturers  or  traders 
to  pay  money;  and  in  order  to  pay,  every  borrower 
must  somehow  provide  and  convert  into  money 
goods  worth  the  face  of  his  debt.  The  day  of 
reckoning  must  come.  The  reserve  baiUcs  are  now 
attempting  by  restricting  accommodation  to  com- 
pel liquidation,  and  enforced  selling  must  in  tune 
affect  the  market  prices  of  goods.  It  is  always 
bard  to  pay  debts  attracted  for  goods  on  a  rising 
market  with  the  proceeds  of  good^  pressed  for  sale 
on  a  falling  market.  A  period  of  trial  and  reaction 
lies  ahead  of  us.  Extravagance  is  dimini^iing, 
enforced  selling  is  under  way,  prices  are  falling  and 
will  continue  to  fall  until  in  the  course  of  time 
goods  again  become  abundant  and  cheap.  The 
hiibest  prudence  is  now  necessary.  The  ddrts  of 

121 1 


TIGHT  MONEY,  THE  RELATION  BETWEEN 
THE  GOODS  MARKET  AND  THE  MONEY  MARKET 

business  men  are  enormous:  discounts  were  never 
so  great.  The  market  value  of  the  goods  by  which 
they  must  be  paid  is  steadily  declining. 

We  have  had  abundant  crops,  and  the  supply  of 
goods  of  all  sorts  is  increasing.  The  drain  upon  us 
caused  by  the  necesdties  of  Europe  is  diminishing 
day  by  day.  Inoqparts  are  increasing.  The  extrava- 
gance of  the  government  should  cease.  Taxes  will 
become  less  burdensome,  private  extravagance  is 
abating.  As  pdces  fall,  and  fall  they  must,  it  will 
be  increasingly  hard  to  meet  obligations  heretofore 
incurred  with  goods  on  hand.  To  pay  debts  reck- 
lessly incurred  is  always  difficult;  but  they  must 
be  paid,  and  the  aocKier  they  are  paid  the  better. 
It  is  better  that  goods  costing  $1000  should  be 
sold  for  $900  than  for  $800.  High  rates  of  interest 
force  merchants  to  do  what  they  shouki  do  and 
yet  are  reluctant  to  da  The  pdicy  of  the  Reserve 
Banks  is  altogether  wise.  It  tends  to  a  gradual 
rather  than  a  wkHeat  Uquidation.  High  rates  can- 
not be  maintained  where  they  are  no  longer  useful. 
They  are  high  because  they  are  useful.  Whoi 
goods  become  more  plentiful  and  credits  accumu- 
late, rates  of  mtaest  shouki  fall,  but  not  before. 
In  the  meantime,  we  should  wekome  their  correc- 
tive infiu^ace. 
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To  issue  notes  was  folly:  they  afforded  the  means 
to  buy  but  did  not  afford  the  means  to  pay.  To 
issue  more  notes  when  liquidation  already  is  diffi- 
cult, and  because  it  is  difficult,  is  to  induce  bank- 
ruptcy. The  present  demand  for  easy  credit  springs 
from  the  distresses  of  men  who  have  become  in- 
debted and  find  it  hard  to  extricate  themselves. 
They  wish  to  borrow  more  because  they  cannot  pay 
what  they  owe,  and  think  time  will  wcnrk  for 
them.  They  are  mistaken. 

These  ^e  the  considerations  which  justify  the 
present  poHcy  of  the  reserve  banks.  They  have  a 
hard  task  to  perform.  It  justly  rests  upon  their 
shouki^  They  and  the  banks  which  co[agos& 
them  have  negotiated  the  post-obits  which  afflkt 
us,  and  have  made  enormous  profits  by  doing  so. 
Their  task  will  be  hateful.  They  must  cdlect  what 
they  induced  the  public  to  borrow.  Their  debtors 
will  not  incline  to  forgive  them,  much  less  encour- 
age them,  for  what  formerly  they  promised  will  be 
remembered  and  none  will  approve  a  pc^cy  which 
seems  to  involve  loss  to  themselves. 

Nevertheless  the  Reserve  Banks  are  right.  High 
rates  of  interest  must  be  maintained  for  a  time, 
although  goods  are  increasing  and  prices  are  falling. 
Merchants  and  manufacturers  who  are  in  debt 
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must  be  compelled  to  pay  before  they  become 
insolvent.  Cheap  money  might  induce  them  to 
wait. 

The  day  for  dedsion  has  come:  whether  to 
speculate  with  expensive  goods  on  a  falling  market, 
or  liquidate  as  soon  as  possible,  gradually,  con- 
stantly, when  we  can  and  as  we  can;  this  is  the 
problem  of  today.  There  is  no  other  alternative. 
Curtailed  production  will  not  answer,  for  debts 
must  be  paid  with  goods,  and  on  a  falling  market 
it  i&  easier  to  pay  okl  debts  with  cheap  new  goods 
than  with  expensive  stocks  on  hand.  High  rates 
of  interest  are  constant  and  incessant  reminders  of 
the  task  which  lies  ahead  of  us.   Nod&  should 
complain.  Every  trading  debtor  is  also  a  aeditor. 
What  induces  hun  to  be  provident  will  have  a  like 
influence  on  his  customers,  for  the  machant  who 
must  pay  must  collect;  and  so  the  OMnmunity  will 
be  gradually  brought  to  a  sounder  and  safer  pros- 
perity than  that  feverish,  unjust  enrichment  which 
has  characterized  the  boom  of  the  war. 

The  day  of  the  pw^tear  and  scamp  workman  is 
passing.  Ccxxqpetition  will  again  become  keen. 
To  sell  cheaply,  we  must  produce  cheaply.  Those 
who  can  not  or  will  not,  must  find  other  empby- 
ment  A  period  of  inoeaang  insolvency  is  ahead 
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of  us.  Work  will  be  harder  to  find.  None  will 
hold  a  job  unless  he  earns  his  wages.  Rawmatmal 
will  decline.  Goods  shouki  cost  less  hrom  day  to 
day. 

It  rests  with  the  Reserve  Banks  to  decide  Aether 
we  shall  accomplish  such  readjustment  by  a  gradual 
and  easy  dechvity,  or  abrupt  precipice.  If  they 
hesitate,  and  turn  back,  and  begin  again  to  inflate 
the  currency,  calamity  is  inevitaUe.  It  is  possible  to 
avoid  senous  trouble.  There  is  still  work  £or  every- 
body. The  waste  of  the  war  has  not  been  repaired. 
The  railroads  must  be  reooostnicted  and  re- 
equipped.  Homes  must  be  provided.  C^tal 
must  be  accumulated.  To  fadhtate  these  repara- 
tions is  the  problem  of  the  future,  and  to  ease  the 
derangements  which  must  attend  them.  The 
future  is  not  dark.  Men  need  cheap  goods.  Falling 
wages  will  be  compensated  by  cheaper  goods.  The 
tension  between  employer  and  employee  will  lessen. 
The  folly  of  strikes  will  become  evident.  Rents 
will  decline,  and  the  cost  of  Uving  be  gradually  but 
constantly  reduced. 

High  rates  of  interest  not  only  induce  liquidation 
while  there  i^yet  time,  but  afford  a  motive  to 
cheap  production;  check  waste,  extravagance  and 
inefficiency;  and  avoid  the  dangers  which  threaten 
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US  by  pointing  out  the  road  to  safety.  If,  for- 
getting their  responsibility,  the  banks  shall  relax 
their  grip  upon  the  rdns,  we  shall  have  a  run-away 
market  and  that  sad  delirium  which  invariably 
results  in  panic 

The  future  course  of  events  will  be  of  absorbing 
interest  not  only  to  the  observer,  but  to  every  man 
of  affairs.   The  readjustment  foUowing  the  war 
will  be  stow,  persistent  and  inevitable.  The  curren- 
cies of  all  the  nations  have  been  inflated.  Many 
of  them  will  be  repudiated.  The  gold  of  the  work! 
must  be  set  £t^  in  oixier  that  it  may  perfonn  its 
necessary  function.    It  alone  can  measure  the 
values  and  effect  the  exchange  of  goods  on  fsdr 
terms.    Today  values  are  falsely  estimated  in 
^xirious  and  inconstant  and  widely  different  stand- 
ards. Paper  money  must  be  got  rid  of  and  im- 
prudent credits  must  be  discharged.  Whether  these 
objects  shall  be  achieved  by  repudiation  and  bank- 
ruptcy, or  by  industry  and  self-denial,  is  the  re- 
sponability  of  each  omnunity.  Our  banks  are 
now  trying  to  onnpel  the  wise  course— not  by  vio- 
lence and  inconsiderate  haste,  but  by  constant 
pressure.  No  one  should  complain  of  high  rates: 
they  will  be  useful  so  long  as  they  can  be  main- 
tained.  When  they  shall  have  parformed  thdr 
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aervke,  they  will  fall,  for  no  one  can  sell  credit 
for  more  than  it  is  worth  in  the  market,  and  when 
credits  become  abundant  money  should  be  cheap, 
but  not  before. 

It  is  to  be  regretted  that  the  money  market  is 
hard  to  understand.  Bankers  and  merchants  use  a 
jargon  of  their  own  which  brieffy  expresses  very 
complicated  considerations,  but  this  jargon,  like 
that  of  the  lawyer,  is  apt  at  times  to  £all  £ar  short 
of  what  it  aims  at  "Tight  money"  for  example,  is 
a  deceptive  phrase  whkh  e3q;)resses  an  unintended 
Macy.  Money  can  not  get  tight.  The  supply 
should  be  constant,  and  the  demand  is  always 
without  limit  What  the  phrase  in4>licates  is  not 
true.  Money  is  frequently  tightest  when  it  is 
most  abundant.  When  we  had  $35  per  capta,  it 
was  worth  4%;  today  when  we  have  $56»  it  is 
selling  for  7  and  8%. 

Such  phrases  are  frequently  deceiving,  even  to 
the  man  who  uses  them.  Interest  rates  have  never 
had  anything  to  do  with  the  quantity  of  money  in 
use.  They  are  usually  highest  during  a  period  of 
inflation.  They  depend  upon  the  supply  of  capital 
and  the  demand  for  it;  and  everybody  knows  that 
by  caiHtal  no  one  meai^  money.  Money  is  the 
mprfiiim  litoeby  capital  is  measured  and  procured. 
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We  put  caj^taH  into  a  railroad;  money  buys  the 
rails  and  roUing  stock,  and  where  these  are  hard  to 
get  we  say  that  money  is  hard  to  get,  but  we  mean 
that  capital  is  scarce.  When  goods  are  cheap, 
money  is  always  cheap.  High  rates  of  interest 
mean  no  more  than  that  the  goods  market  is  ex- 
hausted, or  that  men  can  not  pay  their  debts  with 
goods  on  hand  at  current  prices. 

We  are  apt  to  forget  that  banks  are  but  media 
for  the  exchange  of  goods  for  goods.  Their  intar- 
voitian  cannot  afiect  either  the  supply  or  demand. 
It  is  true  that  what  they  lend  is  used  to  buy  goods 
—but  lending  cannot  affect  the  quantity  of  pur- 
diasable  goods.  The  goods  are  akeady  scarce  or 
abundant,  and  the  borrower  must  pay  the  market 
price.  On  a  rising  market  goods  are  worth  more 
for  sale  than  on  a  falling  market,  and  rates  of  inter- 
est are  higher  not  because  it  costs  more  to  buy 
but  because  goods  are  scarcer. 

*Tight  mcMiey"  shouki  be  used  with  respect  to 
a  perkxi  of  constriction,  that  is,  to  a  period  when 
pressure  is  requisite  to  induce  men  to  sell  goods 
before  a  decline  in  prices  shall  compel  their  sale 
at  a  bss.  Money  should  never  be  tight  during  a 
period  of  genuine  prosperity.  Rates  of  interest 
harden  as  prices  approach  a  peak  and  danger 
threatens. 
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The  notbn  that  rising  prices  result  in  the  need 
for  more  money  wherewith  to  buy  goods  is  just 
only  in  the  sense  that  men  reckon  in  larger  sums 
and  credits  sound  larger.  The  reality  behind  the 
reckoning  is  the  gradual  depletion  of  stocks  of 
goods;  for  rising  prices  (apart  from  inflatkjn) 
always  indicate  that  mcMre  goods  are  being  con- 
sumed t^"  are  being  produced.  The  demand  for 
money  is  actually  a  demand  for  more  goods. 
Prices  and  interest  rates  rise  or  fall  together,  for 
both  are  shadows  of  the  same  reaUty,  namely, 
scarcity  or  abundance  in  the  goods  market. 

If  this  be  true,  then  it  foUows  that  as  prices 
cannot  be  fixed  in  disregard  of  the  law  of  supply 
and  demand,  neither  can  interest  rates  be  con- 
trolled by  any  expedient  in  disregard  of  the  same 
law.  Price  fixing,  however  ingenious,  always  results 
in  an  effect  contrary  to  that  intended,  for  if  prices 
be  forced  too  tow  men  will  not  sell  and  prices  ad- 
vance; if  too  high,  men  will  not  buy  and  prices 
dedine.  So  it  is  in  the  money  market.  You  can 
neither  raise  nor  depress  interest  rates  arbitrarily, 
and  every  effort  to  do  so  must  result  in  disappoint- 
mettt  For  example:  if  you  ask  too  much  for  money, 
you  check  borrowing  and  induce  liquidation;  if  too 
Kttle,  you  induce  borrowir^  and  check  liquidation. 
In  the  Ibnner  case,  your  expedient  must  result  in 
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falling  rates  of  interest,  and  in  the  latter,  in  rising 
rates— just  the  contrary  of  what  you  intended. 

Inflation  as  a  means  of  lowering  interest  rates 
has  always  been  followed  by  a  contrary  result.  It 
puts  up  the  prices  of  goods  by  increasing  the 
demand  and  reducing  the  supply,  and  puts  up 
interest  rates  because,  as  goods  become  more 
scarce  and  prices  advance,  more  currency  is  re- 
quired in  order  to  buy;  or,  to  put  the  same  thing 
in  another  form:  inflatkm  tends  to  greater  strin- 
gency in  the  goods  market  and  therefore  to  increas- 
ing stringency  and  higher  rates  in  the  money 
market  You  cannot  make  goods  cheap  by  induc- 
ing extravagance,  nor  can  you  make  money  cheap 
by  inducing  borrowing. 

D^tkm  on  the  other  hand  is  alwa3rs  foUowed 
by  forced  selling,  falling  prices,  more  efficient  pro- 
duction, greater  abundance,  gradual  Uquidation, 
less  borrowing  and  falling  interest  rates. 

Where  money  rates  are  permitted  to  be  respon- 
sive to  the  goods  market,  high  rates  are  inevitable 
during  a  period  of  extravagance  and  waste,  k>w 
rates  during  a  period  of  saving  and  accumulation. 
No  rate  can  be  maintained  too  long.  As  soon  as 
goods  become  abundant  and  credits  accumulate, 
the  rate  must  M. 
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Of  the  evils  now  con&ontmg  us,  none  is  com- 
parable with  inflation.  Solemn  congresses  assemble 
here  and  elsewhere  to  discuss  all  things  but  the 
disease  that  afflicts  us.  Germany  and  Russia,  and 
Austria  and  Italy^  and  France  and  England  and 
ourselves  are  afflicted  by  the  same  disease.  Indus- 
try is  shackled  by  paper  money.  The  need  of  the 
hour  everywhere  is  deflation,  for  deflatkxi  will 
emancipate  trade  and  set  it  free  to  conduct  its 
operations  with  the  money  and  subject  to  the  laws 
which  are  indispensable  to  the  general  welfare. 
To  make  real  money  cheap  is  impos^ble:  it  is  a* 
commodity  like  wheat,  having  an  intrinsic  value 
worth  in  the  money  market  what  it  will  sell  for. 
To  compel  men  to  trade  with  paper  money  having 
no  value,  worth  nothing  and  promising  what  it  will 
not  perform,  is  ,to  embarrass  trade  and  check  pcD- 
duction,  and  induce  extravagance  at  a  time  when 
every  sort  of  encouragement  should  be  given  to 
economy.  The  world  needs  goods  and  a  sound 
medium  for  their  exchange.  It  is  afflicted  by  pro- 
fuse issues  of  false  currency  which  discourage  pro- 
duction and  induce  waste. 

We  have  been  less  afflicted  than  others,  but  we 
too  have  been  victims  of  the  general  delirium. 
Like  the  heir  expectant  who  resorts  to  post-obits 
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to  raise  the  wind,  we  have  gladly  embraced  a  brief 
period  of  borrowed  joy  and  must  now  reflect  upon 
the  consequences. 

I  cannot  think  a  period  of  probnged  depression 
confronts  us.  There  is  still  work  to  do.  The  needs 
of  the  community  have  not  yet  been  satisfied. 
Gradually  we  shall  achieve  by  work  a  genuine 
prosperity  altogether  preferable  to  that  bewilder- 
mg  and  false  prosperity  which  has  been  character- 
ized by  so  much  unjust  enrichmait  and  ao  much 
.  unmerited  poverty.  If  wages  shall  be  less,  they 
will  purchase  more;  if  profits  less,  they  also  will 
purchase  more;  and  the  burden  of  debts  will  be- 
come gradually  less  irksome— always  provided,  we 
do  not  turn  back  and,  tmder  the  in^ulse  of  a  mis- 
guiding frenzy,  repeat  the  indiscretions  of  the  past. 

Theie  are  men  who  think  the  lEall  in  pnces  will 
be  temporary.  They  are  mistaken.  A  gradual 
but  constant  fall  is  inevitable.  Prices  began  to  fall 
after  the  Civil  War  and  continued  to  fall  for  thirty  . 
years.  Every  war  has  been  followed  by  a  similar 
reaction. 

Money  will  become  easier  because  goods  will 
become  more  plentiful.  The  waste  of  war  has 
ceased;  soldiers  have  become  producers;  foreigners 
will  soon  be  sdf-siqjfiorting;  the  cost  of  living  will 
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decline;  money  will  be  cheaper,  as  soon  as  trade 

losses  shall  have  been  charged  off. 

The  need  of  the  hour  is  gradual,  constant,  inex- 
orable deflation.  The  policy  of  the  Reserve  Bank 
in  the  emergency  which  confronts  us  is  unpardon- 
able. Yielding  to  the  solicitations  of  the  com- 
munity, it  has  increased  the  currency  nearly  six 
hundred  millions  of  dollars  during  the  past  year, 
and  there  are  now  outstanding  more  than  $3,300,- 
000,000  of  note  which  must  be  paid  somehow. 
These  notes  tempted  to  extravagance  and  specula- 
tion, and  now  serve  to  sustain  a  tottering  credit 
situation  which  becomes  more  threatening  day  by 
day.  Their  issue  has  not  served  to  ease  the  money 
market,  nor  to  lower  rates  of  interest.  Their 
currency  adds  to  the  burdens  of  a  period  of  reaction 
a  heavy  load  of  improvident  indebtedness  which 
must  be  satisfied  by  the  sale  of  commodities  upon 
a  falling  market.  Resources  intended  to  be  kept 
for  emergencies  have  been  squandered.  Already 
the  wrongs  done  by  the  Reserve  Banks  are  coming 
home  to  roost.  Their  path  will  be  beset  by  thorns. 
They  have  let  foolish  men  have  their  way,  and 

have  been  unequal  to  the  high  responsibility 
imposed  upon  them.  None  praise  them;  many 
complain  of  them.  The  CcnnptroUer  of  the  Cur- 
rency publicly  charges  that  they  have  not  curbed 
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What 


even  of  good  is  fiercely  denounced.  We  have  a 
right  to  complain  of  them.  They  have  attempted 
to  provide  sound  commercial  credits  with  false 
money,  and  we  must  suffer  the  consequences  of 
their  folly. 
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postscript: 

After  the  completion  of  this  essay,  the '  following,  tabre  compiled  by 
A.  B.  Leach  &  Co.  of  Chicago,  came  into  the  hands  ofL  the  writer.  It  proves 
in  a  graphic  way  the  principle  which  the  essay  attempts  to  establish,  namely, 
that  as  commodity  {trices  rise  interest  rat^  ad  vance,  and  vice  versa. 
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